who thought that risk was best measured by standard deviation and those who favored measures that homed in on downside risk (Kaplan and Siegel [1994] ).
We argued that downside volatility does not always manifest itself in advance. Thus, upside volatility is a harbinger of future trouble because volatile assets can lurch in either direction. Standard deviation, capturing both upside and downside volatility, is therefore the better measure.
What Paul Kaplan and I missed at the time-and what we now know-is that all risk is downside. Investors do not, and should not, care about standard deviation other than as an indirect forecast of the future downside volatility of an asset. By carefully studying the work of our adversaries in this debate, we extracted a nugget. This is how the interplay of competing research teams should work. We thank our worthy opponents for their effort and for what we learned.
The Journal of Investing has always been an open forum where challenging accepted wisdom is regarded as positive and beneficial. It has been, and will be, a home for the debates needed to move the profession toward the best investment solutions over time. I look forward to many more productive debates here in the future.
